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KEY ECONOMIC INDICATORS 


Values in millions of current Canadian Exchange rate: Floating rate since 
dollars unless otherwise stated 5/31/70. Average rate 1972 = 
US$1.01; 1973 = US$1.00 
A B C 
INCOME, PRODUCTION, EMPLOYMENT 1971 1972 1973 


GNP 93,402 103,407 118,678 
GNP at Constant (1961) Prices Of» 782 71,722 76, 815 
Per Capita GNP (C$) 423300473745, 371 
Personal Income 76, 272 81, 855 93,418 
Business Fixed Investment 16,773 18, 353 21,840 
Industrial Production Indices 

(1961 = 100) 

Industrial Composite 184.2 196.8 213.1 
Motor Vehicles 485.8 516.7 565.8 
Pulp and Paper Mills 134.4 145.3 
Crude Petroleum and Natural Gas 267.1 311.6 
Iron and Steel Mills 172.6 185.4 

Average Weekly Industrial Wage (C$) 137.64 149,21 
Employment (000 persons) 8,079 8,329 
Average Unemployment Rate (%) 6.4 Bs5 
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MONEY AND PRICES 

Privately held money, supply™ 3e° 15 40,909 

Chartered Bank Loans a 55 25, 012 
Public Sector Debt Outstanding 58, eBe 64, 9029 
External Debt 686 Sige 
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Bank of Canada Bank Rate*™ ‘. 75 
Chartered Bank Prime Rate* 6.00 6.00 
Indices: 
Consumer Prices, all items 
(1961 = 100) 133.4 139.8 
Consumer _Prices, food 
(1961 = 100) 131.4 141.4 
Wholesale Prices, all items 
(1935-1939 = 100) 289.9 310.3 
Industry Selling Prices 
Manufacturing (1961 = 100) 121.6 127.4 


BALANCE OF PAYMENTS AND TRADE 


International Reserves* 5,570.4 6,049. 2 
Balance of Payments +896 +336 
Balance of Trade +2,203 +1,396 
Exports, FOB 17,820 20,064 
To U.S. 12,025 13,926 
Imports 15, °617 18° 668 
From U.S. 10,951 i2s ° 877 


Footnotes: 

1/ Increase of C over B 

* End of Period 

Sources: Bank of Canada Review and Statistics Canada 





Summary 


In the first months of 1974 the Canadian economy was 
still basking in the glow of its 1973 track record, 
which reflected the greatest increase in real growth 
in nearly twenty years. Consumer spending and invest- 
ment led the way and are expected to do so again in 
1974. Major problems that must be dealt with in coming 
months include removing industrial capacity constraints 
that are hampering expansion, unemployment and one of 
the worst inflationary spirals in memory. While the 
confluence of these serious problems is such that a 
miscue on the policy side could aggravate matters and 
prove the present boom to be fragile, all indications 
are that Canada is in for another good year economic- 
ally. With buoyant demand for consumer and capital 
goods, opportunities for U.S. exporters, which supply 
nearly three-quarters of Canadian imports, are excellent. 
The entry into Porce this spring of Canada's first law 
to regulate foreign direct investment will cause most 
foreign businessmen to scrutinize carefully Ottawa's 
precedent-making decisions in hopes of gaining an in- 
sight into Canadian policy intentions for the rest of 
the decade, 





CURRENT ECONOMIC SITUATION AND TRENDS 


The Economy's Surge ... 


The Canadian economy began 1974 with a full head of steam -- 
a virtually unique phenomenon among the energy-crisis-plagued 
industrialized nations. After a relatively restrained (but 
nevertheless impressive) performance in the summer and early 
fall -- brought about mainly by capacity constraints, a few 
labor disturbances, and supply bottlenecks -- the economy 
surged in the final months of the year with a quarterly 
increase in real growth of twelve percent (at annual rates). 
This exceptional performance caused the results for the year 
as a whole to exceed all expectations. In money terms, GNP 
rose by 14.% percent -- the largest percentage gain since 
1951 -- to C$118.7 billion. General price rises during one 
of the worst inflationary periods on record accounted for 
more than half of this growth but real growth was 7.1 percent, 
well above 1972 and, in fact, the best year since 1956. 


eee Paced by Consumer Spending ... 


While aon was apparent across the board, consumer 
spending and housing construction paced the expansion during 
1973 as they did in the previous two years. Personal expendi- 
tures on goods and services rose by almost nine percent in 
real terms accounting for 75 percent of the increase in GNP 


at constant prices. The housing construction boom (annual 
investment increases of 19, 9, and 11 Poanak respectively, 


in real terms for the past three years) continued unabated 
and housing starts rose to a record level of 269,000 units. 
The pervasive strength of domestic demand was such that 
business and industry nudged upward limits of output capacity. 


see Aggravates Capacity Constraints ... 

One of the major problems facing policy planners is the 
emergence of capacity constraints am an important limiting 
factor to economic expansion. With benefit of hindsight, 

it now seems obvious that slower rates of business investment 
through the mid and late 1960s would lead eventually to a lag 
in the economy's productive capacity. It was partially a 
concern for this expected shortfall in investment that caused 
Ottawa in mid-1972 to reduce corporate taxes as a means to 
spur capital spending by manufacturers and processors. While 
the tax cuts were certainly instrumental in increasing invest- 
ment, the almost unprecedented (and unexpected) high levels 

of consumer spending also resulted in more bullish business 
investment forecasts (e.g., in October, a survey of major firms 





concluded that new investment in the manufacturing sector 
would rise by 47 percent in 1974). The transition to 
higher levels of capacity has not been smooth, however, 

and there have been sharp rises in unfilled orders, supply 
bottlenecks, lengthening delivery dates, and upward pressure 
on prices. 


eee At a Time of High Unemployment ... 


A second (and apparently paradoxical) factor characterizing 
economic trends has been the structural problem of unemploy- 
ment. With the most rapidly expanding labor force among 
industrialized countries, a buoyant Canadian economy is 
necessary to create the jobs necessary to keep pace with 

the growth of the labor force as well as to make inroads 

on existing unemployment levels (6.4, 6.3 and 5.6 percent 

in the past three years, respectively). A complicating 
factor has been the changing nature of the labor force with 
the entrance of large numbers of adults under 25 -- the 
products of Canada's post-World War II baby boom. Many of 
the jobs that were created in recent years called for high 
technology or other skills not possessed by young adults. 
The result was an increase in the general level of unemploy- 
ment at a time when large numbers of job vacancies were 
being reported. A shortage of qualified labor has contributed 
to the supply bottlenecks, and the near capacity operation 
of the economy has prevented a more rapid expansion in 
employment. One effect of the pick-up in investment beginning 
last year seems to have been a gradual decline in unemploy- 
ment levels in recent months, and it seems unlikely that a 
significant reversal of this trend will occur during this 
year. 


eee And Serious Inflation ... 


The third and most serious problem affecting the economy 

today is inflation. In other times, the phenomena of capacity 
constraints and labor shortages would have been sufficient 

to aggravate inflationary pressures. In recent months, how- 
ever, a@ combination of international events over which Canada 
had no control have exerted severe additional pressures on 

the domestic price structure: among other factors, economic 
expansion abroad bid up the price for industrial raw materials; 
crop failures caused grain, rice, and other agricultural 
prices to rise; world petroleum prices more than doubled. 

The result was a dramatic rise in food and industrial materials 
prices, Canada's external trade position, as a major exporter 
of basic commodities, benefited from a 16 percent increase in 
export prices but the domestic economy could not be insulated 





from the inflationary impact. The consumer price index 
rose about ten percent and, since many wholesale price 
increases for commodities have yet to be passed through 
to the retail level, further increases in consumer prices 
are likely for the remainder of the year. 


eee Causing a Policy Dilemma for Ottawa. 


The confluence of these problems presents Ottawa with a 
formidable task of helmsmanship if the economy's present 
course of rapid expansion is to be maintained. The Govern- 
ment's major annual economic policy message is planned for 
later this spring and will have to address each of the 
problems individually. Until now, there has been an 
apparent hesitancy to attempt to deal decisively with any 
one of them through monetary and fiscal policy measures 

for fear of aggravating the others. Monetary policy has 
been increasingly restrictive in recent months. The Bank 
of Canada's move to restrain the inflation-paced growth of 
the money supply, by curbing bank liquidity in the face of 
strong demands for credit, led to upward pressure on 
interest rates generally and, in particular, to a 52 per- 
cent increase in Bank Rate during 1973. With U.S. interest 
rates being reduced to spur domestic activity in the midst 
of the energy crisis, the resulting rate differential has 
contributed to a flow of interest-sensitive funds to Canada 
early in 1974 and a three percent appreciation of the 
floating Canadian dollar against the U.S. dollar. Plans by 
the authorities now to adjust monetary policy to deal with 
inflation will have to take the effects on the exchange 
rate into consideration, as further upward adjustment in 
the value of the Canadian dollar could have serious reper- 
cussions on the external trade position. Fiscal policy 

has tended to restrain expansion in recent months as 
government cash requirements to finance its relatively 
small deficit declined. 


eee But the Outlook Remains Bullish. 


All problems considered, Canada's economic performance in 
general terms at present is nothing short of remarkable. 
There is no sign yet that the boom of 1973 is in for a major 
reversal in 1974. In January, most forecasters (betting on 
a slight recession in the U.S.) projected 1974 real growth 
at about four percent. More recently key economic policy- 
makers have suggested a rate of over five percent as being 
more accurate. iIn any event, indications are clear that 
1974 will be a good year. Structural and other problems 
could prove the situation fragile if Ottawa uses excessive 





doses of monetary or fiscal policy to correct imbalances 
but most observers discount this possibility. 


Energy 

While Canada is nominally self-sufficient in petrolew, 

the absence of an adequate distribution system from the 
western wells to the provinces east of Ontario has made 
these provinces largely dependent on crude oil imports. 
With the imposition of the Arab embargo, there were some 
predictions that Canada would experience an overall short- 
fall of about 20 percent of its import requirements or 10 
percent of total domestic demand. In fact, the shortfall 
did not exceed 10 percent and was covered by shipments of 
oil from Western Canada by tanker through the Panama Canal. 
There was no need, therefore, to activate the machinery 
established by the Energy Supplies Emergency Act of 
January 1974 to allocate supplies on a mandatory basis. 
Because Canada produces roughly as much oil as it consumes, 
it has been able to insulate itself to some extent from the 
impact of higher world prices for oil by freezing domestic 
prices, taxing exports, and subsidizing areas dependent on 
imports. The way in which this was done created serious 
strains between the federal government and the producing 
provinces, however, and led to a series of intensive 
federal/provincial negotiations. On March 27, following 

a meeting between Prime Minister Trudeau and leaders of 

the ten provinces, a new policy was announced: effective 
April 1 and until June 30, 1975 the price of domestic oil 
at well-head will be $6.50 per barrel (compared with the 
previously frozen price of about $4.00), an export ~~ 
would continue to be levied on shipments to the U.S. ($4.20 
for the month of April reflecting the difference between 
the new domestic price and the $10.70 that the National 
Energy Board calculates to be the price of “world oil" in 
Chicago), and the proceeds of the export charge will aecrue 
entirely to the federal government and will be used to 
subsidize consumers in Eastern Canada by an amount sufficient 
to offset the higher cost of imported oil, thus establishing 
a single domestic price for consumers. The new policy will 
mean that most Canadian consumers will be paying more for 
oil and oil products than they have before but less than 
would be dictated by world market forces. 


A decision has been made to extend the present pipeline 
system for western oil from Sarnia, Ontario, to Montreal. 
When construction is completed, possibly by the end of 1975, 
a significant portion of Canada's crude oil exports to the 





midwestern U.S. will be diverted to the eastern Canadian 
market and U.S. consumers will have to find alternative 
sources of supply. 


Foreign Investment 


With the passage of the Foreign Investment Review Act in 
December 1973, Canada's first major effort to control 
foreign investment was placed on the statute books. The 
Act calls for the screening of proposed foreign takeovers 
of large Canadian firms to ensure that the transaction 
brings "significant benefit" to Canada. The Act also 
provides for the "eventual" (probably beginning in 1975) 
screening of all new foreign direct investment. It is 
expected that the Act will enter into force in April although 
no precise date has been set. Although business leaders 
have not expected the Act to result in major impediments 

to or reductions in levels of foreign investment, the 
broad scope and general nature of its provisions could 
foster a less friendly climate to foreign direct invest- 
ment than has been the case before. Because of this, the 
initial months of activity and precedents set by the Foreign 
Investment Review Agency will be monitored with extra care 
by investors in an effort to judge how Canada proposes to 
deal with foreign investment for the rest of the decade. 
Other legislative measures currently being discussed in 
Parliament that will affect foreign businessmen include 

an amendment to the Export and Import Permits Act which 
would give the government another means of encouraging 
additional processing of raw materials before their export; 
an amendment to the Combines Investigation Act which would 
specifically prohibit Canadian firms from obeying foreign 
laws when they are judged to be contrary to Canada's national 
interest; and a proposal to institute a screening process 
for licensing foreign technology imported into Canada with 
the object of encouraging greater R&D by Canadian firms 
which Ottawa believes presently depend excessively on their 
parent firms for new technology. 


IMPLICATIONS FOR THE UNITED STATES 


Trade Outlook Brighter than Ever 


The Embassy's "Annual Trade Outlook for Canada", prepared in 
February and available from the Department of Commerce, 
contains considerable detail on trade between the United 
States and Canada in 1973, the favorable outlook for 1974 





and numerous specific opportunities -- in terms of both 
commodities and major investment projects -- for U.S. 
businessmen in the Canadian market. (Additional project 
and product opportunities are reported below.) The even 
rosier 1974 outlook for the Canadian economy described, 
only two months later, in Part A above renders our earlier 
bullish prognosis conservative. 


Agriculture 


We said early in February, for example, that in 1974 
Canada's agricultural imports from the U.S. could exceed 

$1 billion for the first time. Actually, our Agriculture 
Attache reports on the basis of more recent official 
Canadian statistics, those imports exceeded $1 billion in 
1973! Two-way agricultural trade in 1973 increased more 
than 50 percent over 1972, with a favorable U.S. balance 

of $580 million ($393 million in 1972). Fruits and vege- 
tables and oilseeds and products are the largest commodity 
groups accounting for the favorable U.S. balance. Commodities 
for which demand was strong in 1973 and will continue so in 
1974 are: raw cotton, butter and cheese, whole turkeys 

and parts, chicken, fresh oranges and grapes, corn and rice, 
cattle and fresh beef (boneless), pork, soybeans, tobacco 
and cigarettes. 


Capital Goods 

Imports of special industrial machinery -- the U.S. supplies 
75 percent of Canada's machine tool imports <= in the last 
quarter of 1973 were 31 percent higher than in the same 
period in 19723; and export opportunities remain good for 
capital equipment in logging and mining industries, mass 
transportation, construction, communications, and agriculture. 
The billion dollar Syncrude project to recover synthetic oil 
from the Athabasca tar sands near Fort McMurray is generating 
substantial demand for U.S. designs and equipment. Critical 
items in short supply in the area include pipe, pipe-laying 
equipment, steam turbine generators, and large boilers. The 
Consulate General in Calgary reports that oil and gas 
development companies are seeking U.S., West German, and 
Japanese suppliers as local shortages develop. 


U.S. suppliers should also be aware of the Newfoundland 
provincial government's hope to begin construction this 

year on a $1.2 billion hydro project on the Lower Churchill 
River in Labrador. Ontario Hydro has undertaken a major 
expansion program, including construction of a new generating 





station and three new heavy water plants. The Coleson 
Cove oil-fired thermal electricity plant at Saint John, 
New Brunswick is under construction. 


Three major "“world-scale" petrochemical projects are 
planned for the next six years. These include a $475 
million Dow Chemical complex at Fort Saskatchewan, 
Alberta, planned for 1977; a $100 million Union Carbide 
plant to upgrade ethylene from the Sarnia Olefins and 
Aromatics Project (SOAP); and a $400 million complex at 
Edmonton to be undertaken by Alberta Gas and Canadian 
Industries Limited. 


Winnipeg reports a continuing market for textile and 
apparel manufacturing equipment. There is also a distinct 
shortage of farm machinery in the prairie provinces, 


industrial Products and Materials 

Our Consulates General have identified markets for: 
biomedical equipment; opalescent glass; dehydrated 
food; firefighting and detection equipment; textile 


fabrics; measuring and controlling instruments, especially 
thermometers and pyrometers; styrofoam; fertilizer; 
and steel scrap. 


Consumer Goods 


Leisure and recreational products are in demand in 
prosperous Ontario, British Columbia, Quebec, and the 
Prairies. According to agent-distributors in Montreal, 
the U.S. has the competitive edge in hardware and house- 
wares, and dealers in quality jewelry with established 
connections in western Europe have been looking for 
American suppliers. 


Services 


Sixty-one percent of the Ontario work force is now employed 
in the services sector. U.S. services related to the 
following areas should find profitable opportunities: 
transportation; communications; utilities; trade; 
finance; insurance and real estate; public administration; 
community, business and personal services. U.S. financial 
services -- not "retail banking", which would contravene 
Canadian banking law -=- have found a market in Winnipeg as 
well as Toronto. 





A Country Commercial Program for Canada 


Historically, U.S.-Canadian commerce <-- embracing a huge 
multitude of important, complex and diverse private 
relationships -=- has developed for the most part without 
the complications of formal governmental or inter- 
governmental management. This situation has altered 
somewhat in the last decade, which has seen a steady trend 
towards more government control over foreign firms in 
Canada, Nevertheless, there are relatively few significant 
impediments to trade fan estimated 65 percent of Canada's 
merchandise imports from the U.S. enter duty-free) and 
American capital is still welcome and treated fairly. 


Because of this situation and the huge U.S. trade and 
investment stake already existing in Canada, many of the 
usual kinds of government-sponsored or assisted export 
promotion activities are unnecessary or inappropriate in 
Canada. Nevertheless, there may still be an untapped 
market potential; and in order to assist U.S. exporters 
to take advantage of it, the U.S. Department of Commerce, 
in cooperation with the Department of State and the 
Foreign Service, is currently developing a "country 
commercial program" (CCP) tailored especially to Canada 
that is designed to lead to increased future export sales 
of U.S. products. Initial export targets -- they will be 
quite specific -=- will be modest. The emphasis will be 
on finding, if possible, opportunities for U.S. goods not 
presently exported to Canada or manufactured by Canadian 
subsidiaries of U.S firms, These opportunities would then 
be called to the attention of U.S. manufacturers having 
the appropriate capabilities. A pilot CCP for Canada 
should be in operation by July 1, 1974. 


With the CCP in view, we wish to call the attention of 

our U.S. business readers to some topical requirements 

and developments that bear directly on efforts to introduce 
new products in Canada, 


Consumer Packaging and Labelling 

The Consumer Packaging and Labelling Act took effect 

March 1, 1974, along with 15 pages of regulations published 
in the Canada Gazette of March 13. These regulations, 
which apply to all prepackaged food and consumer household 
products, provide, i.a., for bilingual labelling, speci- 
fication of quantity In metric units, and, in some cases, 





standardization of container sizes. While initially 

the Embassy was given to understand that the numbe? or 
affected products would be in the neighborhood of 40,000, 
we have subsequently seen press estimates of 120,000 and 
even 200,000. Time limits for compliance with the regu- 
lations are 1% months (September 1, 1975) for non-food 
products and 24 months (March 1, 1976) for food products. 
The Embassy has provided copies of the legislation and 
regulations to the U.S. Department of Commerce; and 
present and prospective U.S. exporters of packaged 
products are urged to make an early start towards complying 
with the regulations by the specified deadlines. The 
Canadian Importers Association, with headquarters at 2180 
Yonge Street in Toronto, has been very active in obtaining 
official explanations and clarifications of the legis- 
lation and regulations for the association's members, many 
of whom, of course, handle U.S. products. 


Certification by Canadian Standards Association 


U.S. firms should also be aware of the requirement for 
approval by the Canadian Standards Association (CSA), 

178 Rexdale Boulevard, Rexdale (Toronto), Ontario, of 
certain products, particularly electrical products, before 


they can be marketed in Canada. U.S. exporters are urged 
to familiarize themselves with this and other special 
requirements on imports into Canada by consulting the U.S. 
Department of Commerce OBR 72-065, "Special Requirements 
on Imports into Canada". According to the CSA, its 
laboratory testing process for a product might run several 


weeks, and the charges are computed on a time and cost 
basis. 


Some Products Face Higher Tariffs 


Early in 1973 the Canadian Government unilaterally and 
temporarily reduced the tariffs on some 200 consumer items, 
mostly food, as part of its effort to combat inflation. On 
January 11 the Government announced the restoration of the 
previous and moderately higher rates of duty on some of 
these items effective February 20, 1974 and on the rest of 
the items effective June 30, 1974. Canadian imports of 

all the items affected were valued at $1.3 billion in 

1972 (55 to 60 percent from the U.S.), and the average 
tariff cut, now restored or to be restored, was 5 percentage 
points. Government spokesmen have indicated that a main 
reason for the restoration of the higher tariffs is to 
improve Canada's bargaining position in the GATT multi- 
lateral trade negotiations that are now in the initial 





stages and are expected to move into high gear when the 
U.S. trade legislation, now before the Congress, is 
enacted. 


Additional Observations on the Competition 


In early February we reported emergent Canadian success 
with the "Candu" nuclear power reactor in Argentina and 
South Korea, Negotiations are now reportedly under way 
with the Mexicans for a $1.2 to $1.5 billion Canadian- 
designed nuclear power plant on Mexico's northeast coast. 
In late February a high-level Canadian mission was in 
London pushing the "“Candu" system vigorously. 


U.S. firms can expect more competition for the Canada 
market -=- and Canadian resources -- as the provinces 

seek out new trade contacts and investments from third 
countries. Quebec has launched a major effort to attract 
investors in fifteen key industrial sectors. A recent 
Quebec trade mission to Japan solicited licensing arrange- 
ments and investments. Oil and gas development companies 
in Alberta are shopping worldwide for equipment, and 
paying attention to West German and Japanese as well as 
U.S. products. Ontario has this year sponsored trade 
missions to the Caribbean, Central and South America, 
West Africa, and Europe. Ontario hopes to encourage 
cooperation in technological and financial fields and to 
identify the province as a competitive source of capital 
and engineering services. 


At the federal governmental level, multinational corporations 
are being encouraged to increase their data processing 

and systems development in Canada, Canadian ownership 

of the computer services industry is also being promoted. 
Industry and Trade Minister Gillespie has made much on 
several recent occasions of Canada's competitive edge 

in low-cost energy as a factor in both secondary industry 
(manufactured end products) and upgrading (more Canadian 
labor content in) exports of the resource industries, 


Conclusion 


Because of the uncertainties arising from the energy 
crisis and other world-wide supply shortages, U.S. trade 
with Canada will continue to be subjected to an unusual 





number of "extraneous" influences. Nevertheless, we 
expect this trade in 1974 to exceed the record $33.5 
billion turnover of 1973, with perhaps even a further 
reduction of the Canadian trade surplus with the 
United States ($590 million 1973 by Canadian reckoning, 
as yet unreconciled with U.S. statistics). 
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